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No. 19

TAX COMMITTEE COMMENTS AND RECOMMENDATIONS

Comments on Proposed Regulations
Under Section 483 of the Internal Revenue Code
Regarding Interest on Certain Deferred Payments

Submitted to the IRS - August 9, 1965

Part of a Special Series Published by
The American Institute of Certified Public Accountants

COMMITTEE ON FEDERAL TAXATION
of the

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

Comments on Proposed Regulations
Under Section 483 of the Internal Revenue Code
Regarding Interest on Certain Deferred Payments

General

The proposed regulations generally would apply
even to the extent of creating taxable interest
income or deductions in a. transaction which
otherwise qualifies as wholly "nontaxable",
such as a reorganization.
It is doubtful that
such an extension of the application of Section 483
is necessary or consistent with the intent of the
statute to prevent the conversion of ordinary
Income into capital gain.
The application of the
proposed regulations should be restricted to sit
uations in which there is recognition of capital
gain, and there should be no application of the
proposed rules to transactions in which no income
is recognized under other provisions of the Code.

Section
1.483-1(d)(2)

This paragraph indicates that there is no unstated
interest if the contract "provides for interest
at a rate of at least 4% simple Interest per annum,
payable annually or more often.
However, in the
illustration contained in this paragraph, and else
where in the Proposed Regulations, the interest on
the Installments payable after the first year are
not paid annually, and yet the test of no unstated
interest is deemed met.
This apparent conflict is
quite confusing.
By contrasting examples 4 and 5
of Proposed Regulations Section 1.483-1(d)(4), it
may be concluded that the test is that interest
at the rate of 4% per annum must be paid on each
installment of the contract at the time such in
stallment is payable.
If this is the correct test,
it should be clearly stated in the Regulations.

Section

1.483-1(f)

2

This entire subsection should be amended to incorporate
the principle that both buyer and seller will ultimately
be placed in the same position following a change in
contract terms that they would have been in had they
been aware of the final terms at the time of the
initial sale.
The subsection provides for changes in the amount of
total unstated interest when there has been a change
in the terms of the contract, and indicates how
the changed amount of unstated interest is to be
reflected in income.
The subsection does not,
however, take into account that an increase or de
crease in the amount of total unstated interest
also affects the balance, or principal amount, of
the payments pursuant to the sale or exchange.
In
other words, an increase in unstated interest (pro
vision for which is made in the subsection) decreases
the principal payments (and no provision is made
for a change in the tax treatment thereof).
Con
versely, a decrease in the amount of total unstated
interest (provided for in the subsection) increases
the principal amount with respect to the sale or
exchange (and no provision is made for a change in
the latter).

In Example (1), "A" would, in 1963, presumably
reflect as the selling price of his property the
amount of $5,440.12 (contract price of $6,000.00
less unstated interest of $559.88).
In 1964 he
includes as Interest Income $186.63 and in 1965
he includes $195.35.
These amounts total $5,822.10,
or $177.90 less than the $6,000.00 which "A"
actually received.
The difference is,obviously,
caused by the fact that the example does not indicate
that the $177-90 decrease in unstated Interest must
be added back to the principal amount of the selling
price.

Example (2) Illustrates the same problem in reverse.
Mr. "A" starts off with the same principal selling
price of $5,440.12.
He subsequently includes
$809.38 of total unstated Interest in his income
and, therefore, reports total proceeds of $6,249.50.
This is $249.50 more than the $6,000.00 he actually
received.
Once again, the discrepancy is caused
by the fact that there is no principal adjustment
offsetting the increased unstated Interest of $249.50.

In the case of the buyer, a change in the terms of the
contract could be adequately reflected if the buyer
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has not sold the property, but if the buyer has
sold the property a recomputation of unstated
interest on a change in the contract terms could
result in a "double deduction" or a "double income"
problem.
As this might apply to a buyer, the problem is
clearly illustrated in example 6 under paragraph (5).
If "B" had sold the property before the change in
terms, his basis under the example would be $4,000.
Nevertheless, example (b)(ii) clearly states that
$160.38 is deductible by "B" on account of the
change in contract terms.
Under these circumstances
it would appear that "B" has benefited by a
windfall and has received deductions of $160.38
in excess of his actual payments.
Insofar as it is administratively feasible, both
the buyer and seller should be permitted or re
quired to make adjustments where necessary, in the
year of a contract terms change, which would be
of the same nature as would have been made to the
original treatment of the transaction had the
revised contract terms been agreed upon initially.

3
1.483-2(a)(2) If the rule is retained that ordinary income may
arise in a wholly nontaxable reorganization in
volving deferred stock payments, it should be
provided that payment of cash in lieu of unstated
Interest, to avoid the application of Section 483,
will not affect the qualification of a reorganiza
tion under the "solely for voting stock" rule.

4
1.483- 2(a)(2) The proposed regulations should cover the effect of
withholding requirements on payments to nonresident
aliens and foreign corporations.
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